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Report of the auditor-general to the North West provincial legislature 
and the council on the Maquassi Hills Local Municipality 


Report on the audit of the financial statements 


Disclaimer of opinion 

1. I was engaged to audit the financial statements of the Maquassi Hills Local Municipality set out 
on pages xx to xx, which comprise of the statement of financial position as at 30 June 2018, 
the statement of financial performance, statement of changes in net assets, cash flow 
statement and the statement of comparison of budget and actual amounts for the year then 
ended, as well as the notes to the financial statements, including a summary of significant 
accounting policies. 

2. I do not express an opinion on the financial statements of the municipality. Because of the 
significance of the matters described in the basis for disclaimer of opinion section of my report, 

I have not been able to obtain sufficient appropriate audit evidence to provide a basis for an 
audit opinion on the financial statements. 

Basis for disclaimer of opinion 

Preparation of the financial statements 

3. I was unable to obtain sufficient appropriate audit evidence that the accounting officer has 
fulfilled her responsibility for the preparation and fair presentation of the financial statements in 
accordance with the South African Standards of Generally Recognised Accounting Practice 
(SA standards of GRAP), as written representations in this respect were not provided. I was 
also unable to obtain written representations from the accounting officer that I had been 
provided with all relevant information and access as agreed in terms of the audit engagement, 
and that all transactions had been recorded and were reflected in the financial statements. I 
could not determine the effect of the lack of such representations on the financial position of 
the municipality at 30 June 2018 or the financial performance and cash flows for the year then 
ended. 

Receivables from non-exchange transactions 

4. I was unable to obtain sufficient appropriate audit evidence for receivables from non-exchange 
transactions due to differences between the financial statements and the accounting records in 
the current year and the non-submission of information in support of a prepayment of 

R3 257 498 in the prior year. I was unable to confirm these receivables and the related 
allowance for impairment by alternative means. Consequently, I was unable to determine 
whether any adjustment to receivables from non-exchange transactions of R38 180 097 (2017: 
R26 537 944) as disclosed in note 4 to the financial statements was necessary. 




VAT receivable 

5. I was unable to obtain sufficient appropriate audit evidence for VAT receivable due to 
differences between the financial statements and the accounting records in the current year 
and the status of the accounting records in the prior year. I was unable to confirm this VAT 
receivable by alternative means. Consequently, I was unable to determine whether any 
adjustment to VAT receivable of R7 012 686 (2017: R23 161 307) as disclosed in note 5 to the 
financial statements was necessary. 

Receivables from exchange transactions 

6. During 2017 the municipality did not correctly recognise all revenue from sale of water as 
required by GRAP 9, Revenue from exchange transactions and GRAP 1 , Presentation of 
financial statements. As the municipality did not maintain adequate records of services 
rendered, I was unable to determine the full extent of the understatement of revenue from the 
sale of water as it was impracticable to do so. In addition, I was unable to obtain sufficient 
appropriate audit evidence for receivables from exchange transactions due to differences 
between the financial statements and accounting records in the current year. I was unable to 
confirm these receivables, the resultant impact on the debt impairment allowance and the 
understatement of revenue from the sale of water in the prior year by alternative means. 
Consequently, I was unable to determine whether any adjustments to receivables from 
exchange transactions of R30 547 880 (2017: R19 639 660) as disclosed in note 6, debt 
impairment of R146 894 035 (2017: R178 641 499) as disclosed in note 27 or revenue from 
the sale of water in the prior year of R66 022 048 included in service charges as disclosed in 
note 17 to the financial statements were necessary. 

Cash and cash equivalents 

7. I was unable to obtain sufficient appropriate audit evidence for cash and cash equivalents due 
to differences between the financial statements and the accounting records. I was unable to 
confirm these cash and cash equivalents by alternative means. Consequently, I was unable to 
determine whether any adjustment to cash and cash equivalents of R12 085 772 as disclosed 
in note 7 to the financial statements was necessary. 

Investments property 

8. The municipality did not correctly recognise all investment properties or fair valued these 
properties at reporting date as required by the accounting policy and GRAP 16, Investment 
property. As the municipality did not maintain a complete register for investment property, I 
was unable to determine the full extent of the resulting misstatements as it was impracticable 
to do so. Consequently, I was unable to determine whether any adjustments to investment 
property of R66 492 000 (2017: R66 492 000) as disclosed in note 8 to the financial 
statements and fair value adjustments of Rnil (2017: R1 320) in the statement of financial 
performance were necessary. 

Property plant and equipment 

9. I was unable to obtain sufficient appropriate audit evidence for property, plant and equipment 
due to differences between the financial statements and the accounting records. I was unable 
to confirm these assets by alternative means. Consequently, I was unable to determine 
whether any adjustments to property, plant and equipment of R978 765 622 and impairment 
loss of R43 570 as disclosed in note 9, depreciation of R30 519 569 as disclosed in note 25 or 
the loss on disposal of assets and liabilities of R1 614 289 as disclosed in the statement of 
financial performance were necessary. 

Other financial liabilities 

10. The municipality did not disclose details of the defaults on its loans during the period in note 
10 to the financial statements as required by GRAP 104, Financial instruments. In addition, the 
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municipality incorrectly disclosed the short-term portion on its loan as a separate loan in the 
corresponding figure. Consequently, the bank loan as disclosed in the corresponding figure is 
overstated by R5 629 225 and the DBSA loan 61007165 understated by the same amount. 

Payables from exchange transactions 

11. I was unable to obtain sufficient appropriate audit evidence for payables from exchange 
transactions due to differences between the financial statements and accounting records. I 
was unable to confirm these payables by alternative means. Consequently, I was unable to 
determine whether any adjustment to payables from exchange transactions of R441 453 542 
as disclosed in note 11 to the financial statements was necessary. 

Accumulated surplus 

12. I was unable to obtain sufficient appropriate audit evidence for accumulated surplus due to 
differences between the financial statements and accounting records in the current year and 
the status of the accounting records in the prior year. I was unable to confirm this balance by 
alternative means. Consequently, I was unable to determine whether any adjustment to 
accumulated surplus of R591 501 447 (2017: R845 808 909) in the statement of financial 
position and statement of changes in net assets was necessary. 

Government grants 

13. I was unable to obtain sufficient appropriate audit evidence for government grants due to 
differences between the financial statements and accounting records. I was unable to confirm 
these grants by alternative means. Consequently, I was unable to determine whether any 
adjustments to revenue from government grants of R172 178 844 as disclosed in note 22 and 
unspent conditional grants and receipts of R433 096 as disclosed in note 14 to the financial 
statements were necessary. 

Fines 

14. I was unable to obtain sufficient appropriate audit evidence for fines due to the status of the 
accounting records. I was unable to confirm this revenue by alternative means. Consequently, 

I was unable to determine whether any adjustment to fines of R15 876 540 as disclosed in the 
statement of financial performance was necessary. 

Employee related costs 

15. The municipality did not correctly disclose remuneration paid to key management personnel as 
required by GRAP 20, Related parties. Consequently, the remuneration paid to key 
management personnel as disclosed in note 23 to the financial statements was understated by 
R4 773 783 (2017: R3 472 117). 

Repairs and maintenance 

16. I was unable to obtain sufficient appropriate audit evidence for repairs and maintenance due to 
differences between the financial statements and accounting records. I was unable to confirm 
these expenses by alternative means. Consequently, I was unable to determine whether any 
adjustment to repairs and maintenance of R7 067 478 as disclosed in the statement of 
financial performance was necessary. 

Bulk purchases 

17. I was unable to obtain sufficient appropriate audit evidence for bulk purchases due to the 
status of accounting records and the non-submission of information in support of bulk 
purchases. I was unable to confirm these expenses by alternative means. Consequently, I was 
unabie to determine whether any adjustment to buik purchases of R101 818 867 as disclosed 
in note 28 to the financial statements was necessary. 
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Contracted services 

18. I was unable to obtain sufficient appropriate audit evidence for contracted services due to 
differences between the financial statements and accounting records. I was unable to confirm 
these expenses by alternative means. Consequently, I was unable to determine whether any 
adjustment to contracted services of R14 052 668 as disclosed in note 29 to the financial 
statements was necessary. 

General expenses 

19. I was unable to obtain sufficient appropriate audit evidence for general expenses due to 
differences between the financial statements and accounting records. In addition, the general 
expenditure disclosed in note 30 to the financial statements did not agree to the statement of 
financial performance. I was unable to confirm these expenses by alternative means. 
Consequently, I was unable to determine whether any adjustment to general expenses of 
R39 900 253 as disclosed in the statement of financial performance and note 30 to the 
financial statements was necessary. 

Prior period errors 

20. I was unable to obtain sufficient appropriate audit evidence for the prior period errors and other 
adjustments made to corresponding figures as disclosed in notes 43 and 46 to the financial 
statements, as documentation and explanations I considered necessary to support these 
transactions were not available. I was unable to confirm these adjustments by alternative 
means. In addition, the municipality did not correctly disclose all adjustments made to correct 
prior period errors in accordance with GRAP 3, Accounting policies, estimates and errors. 
Furthermore, the comparative amount for the accumulated surplus in the statement of 
changes in net assets was not restated to account for these adjustments as required. 
Consequently, I was unable to determine whether any adjustments to prior period errors and 
adjustments disclosed in notes 43 and 46 or the statement of changes in net assets were 
necessary. 

Cash flow statement 

21. The calculation of the net cash flows from operating activities, net cash flows from investing 
activities and net cash flows from financing activities for both the current and prior periods did 
not appropriately account for cash and non-cash items as required by GRAP 2, Cash flow 
statements. The municipality’s system did not allow for the performance of alternative 
procedures to determine the extent of this misstatement. Consequently, I was unable to obtain 
sufficient appropriate audit evidence to confirm the net cash flows from operating activities, net 
cash flows from investing activities and net cash flows from financing activities included in the 
cash flow statement and the notes thereto. 

Statement of comparison of budget and actual amounts 

22. The municipality did not appropriately present budgeted and actual amounts as required by 
GRAP 24, Presentation of budget information in the financial statements. The amounts 
disclosed as final budget amounts and actual amounts for the period did not agree to the 
adjustment budget and accounting records respectively. Consequently, there was a resultant 
impact on the variances disclosed. 

Commitments 

23. I was unable to obtain sufficient appropriate audit evidence that management had properly 
disclosed contractual commitments for the acquisition of property, plant and equipment as 
required by GRAP 17, Property, plant and equipment and operating lease commitments for 
office equipment and graders as required by GRAP 13, Leases due to the non-submission of 
information in support of these commitments. I was unable to confirm these commitments by 
alternative means. Consequently, I was unable to determine whether any adjustments to 
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capital commitments already contracted for but not provided for of R2 705 591, operating 
lease commitments for office equipment of R1 829 868 and operating lease commitments for 
graders of R11 855 262 (2017: R11 854 232) disclosed in note 33 to financial statements were 
necessary. 

Going concern 

24. The municipality’s current liabilities exceeded its current assets by R378 123 100 as at 

30 June 2018 which, along with other matters, indicate the existence of a material uncertainty 
that may cast significant doubt on the municipality’s ability to operate as a going concern. The 
aforementioned information has not been correctly disclosed in note 37 to the financial 
statements. 

Unauthorised expenditure 

25. Section 125 of the Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 
2003) (MFMA) requires the disclosure of unauthorised expenditure incurred. I was unable to 
obtain sufficient appropriate audit evidence for unauthorised expenditure due to the status of 
the accounting records. I was unable to confirm the unauthorised expenditure by alternative 
means. Consequently, I was unable to determine whether any adjustment to unauthorised 
expenditure of R696 134 747 (2017: R539 209 137) as disclosed in note 39 to the financial 
statements was necessary. 

Irregular expenditure 

26. Section 125 of the MFMA requires the disclosure of irregular expenditure incurred. I was 
unable to obtain sufficient appropriate audit evidence to confirm adjustments of R39 286 169 
to the comparative figures due to non-submission of information requested. Furthermore, the 
municipality made payments in contravention of the supply chain management requirements in 
prior years, which were not included in irregular expenditure disclosed. As the municipality did 
not quantify the full extent of the irregular expenditure in the comparative figures, it was 
impracticable to determine the resultant understatement of irregular expenditure of 

R302 048 168 (2017: R236 177 382) as disclosed in note 41 to the financial statements. 

Fruitless and wasteful expenditure 

27. Section 125 of the MFMA requires the disclosure of fruitless and wasteful expenditure 
incurred. The municipality made payments of R2 855 176 that were regarded as fruitless and 
wasteful expenditure which were not included in the fruitless and wasteful expenditure 
disclosed. As the municipality did not quantify the full extent of fruitless and wasteful 
expenditure, it was impracticable to do so. During the current period, I was unable to obtain 
sufficient appropriate audit evidence for fruitless and wasteful expenditure due to the status of 
the accounting records. I was unable to confirm the fruitless and wasteful expenditure by 
alternative means. Consequently, I was unable to determine whether any further adjustment to 
fruitless and wasteful expenditure of R7 602 312 (2017: R7 067 647) as disclosed in note 40 to 
the financial statements was necessary. 

Distribution losses 

28. Section 125(2)(d)(i) of the MFMA requires the disclosure of material losses. The municipality 
incorrectly calculated the electricity and water losses as the municipality does not have 
adequate control measures in place to accurately determine the extent of these losses. As a 
result, I was unable to quantify the impact on the disclosure of the electricity and water losses 
in note 44 to the financial statements. 

Other matter 

29. I draw attention to the matter below. My opinion is not modified in respect of this matter. 
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Unaudited disclosure notes 

30. In terms of section 125(2)(e) of the MFMA, the municipality is required to disclose particulars 
of non-compliance with the MFMA. This disclosure requirement did not form part of the audit of 
the financial statements and accordingly I do not express an opinion thereon. 

Responsibilities of the accounting officer for the financial statements 

31. The accounting officer is responsible for the preparation and fair presentation of the financial 
statements in accordance with the SA standards of GRAP and the requirements of the MFMA 
and the Division of Revenue Act of South Africa, 2017 (Act No. 3 of 2017) (Dora) and for such 
internal control as the accounting officer determines is necessary to enable the preparation of 
financial statements that are free from material misstatement, whether due to fraud or error. 

32. In preparing the financial statements, the accounting officer is responsible for assessing the 
municipality’s ability to continue as a going concern, disclosing, as applicable, matters relating 
to going concern and using the going concern basis of accounting unless the appropriate 
governance structure either intends to liquidate the municipality or to cease operations, or 
there is no realistic alternative but to do so. 

Auditor-general’s responsibilities for the audit of the financial statements 

33. My responsibility is to conduct an audit of the financial statements in accordance with 
International Standards on Auditing (ISAs) and to issue an auditor’s report. However, because 
of the matters described in the basis for disclaimer of opinion section of my report, I was not 
able to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion on 
these financial statements. 

34. I am independent of the municipality in accordance with the International Ethics Standards 
Board for Accountants’ Code of ethics for professional accountants (IESBA code) together 
with the ethical requirements that are relevant to my audit of the financial statements. I have 
fulfilled my other ethical responsibilities in accordance with these requirements and the IESBA 
code. 


Report on the audit of the annual performance report 


Introduction and scope 

35. In accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA) and 
the general notice issued in terms thereof, I have a responsibility to report material findings on 
the reported performance information against predetermined objectives for selected key 
performance areas presented in the annual performance report. I was engaged to perform 
procedures to raise findings but not to gather evidence to express assurance. 

36. I was engaged to evaluate the usefulness and reliability of the reported performance 
information in accordance with the criteria developed from the performance management and 
reporting framework, as defined in the general notice, for the following selected key 
performance areas presented in the annual performance report of the municipality for the year 
ended 30 June 2018: 


Key performance area 

Pages in the annua! 
performance report 

Key performance area 1: basic services and infrastructure 
development 

XX - XX 



6 







37. The material findings in respect of the usefulness and reliability of the selected key 
performance areas are as follows: 

Key performance area 1: basic service and infrastructure development 

Various indicators: Reported related measures taken to improve performance not 

supported by sufficient appropriate audit evidence 

38. I was unable to obtain sufficient appropriate audit evidence for the reported measures taken to 
improve performance of the following indicators. This was due to limitations placed on my 
work. I was unable to confirm the reported measures taken to improve performance by 
alternative means. Consequently, I was unable to determine whether any adjustments were 
required to the reported measures taken to improve performance as follows: 


Indicators 

Measures taken to improve performance 

BSD 1: Upgraded and install storm 
water to reduce incidence of flooding in 
Mogokare street, Lebaleng. 

The MIG unit rates are outdated (They were 
approved in 2010). Municipality will continue to 
encourage COGTA to review the unit rates. 

BSD 2: Connections of prepaid 
electricity to households in 

Oersonskraal. 

Continued engagement with housing 
department to ensure correct numbers are 
reflected on the SG layout plan. 

BSD 3: Length of water pipelines to be 
installed in Wolmaransstad Ext. 17. 

Municipality with the advice of the engineers will 
strive to make reasonable provision for 
contingency costs. 

BSD 5: Meters asbestos pipes replaced 
with UPVC pipes in Wolmaransstad 
town. 

Municipality with the advice of the engineers will 
strive to make reasonable provision for 
contingency costs. 

BSD 15: To install fence at Ext. 15 
cemetery (Tswelelang). 

To increase the budget to 2 million. 


Various indicators: Reported achievements and related measures taken to improve 
performance not supported by sufficient appropriate audit evidence 

39. I was unable to obtain sufficient appropriate audit evidence for the reported achievement and 
the related measures taken to improve performance of the following indicators. This was due 
to limitations placed on my work. I was unable to confirm the reported achievement and the 
related measures taken to improve performance by alternative means. Consequently, I was 
unable to determine whether any adjustments were required to the reported achievements and 
the related measures taken to improve performance as follows: 


Indicators 

Reported 

achievement 

Measures taken to improve 
performance 

BSD 4: Length of sewer line to 
be installed in Makwassie town 
for the decommissioning of 
septic tanks. 

11 576 metres 

In future, programming of works 
will take into consideration the risk 
of abnormal rain experienced in 
this area. 

BSD 6: To replace bulbs on 
the street lights in all municipal 

areas. 

1 010 bulbs 

Target will be reviewed until all 
street lights have covers installed 
on them. 
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Indicators 

Reported 

achievement 

Measures taken to improve 
performance 

BSD 7: Cable faults identified 
and fixed in municipal areas. 

89 cable faults fixed 

The target will be reviewed until 
all the aged cables in towns are 
replaced. 

BSD 8: Clean metres of storm 
water drainage system in all 
municipal areas. 

1 700m of storm 
water drainage 
system cleaned 

In future the target will be based 
on the core resources of the 
municipality. 

BSD 9: To fix damaged roads 
due to potholes in all municipal 
roads. 

1 800m of potholes 
fixed 

The target will be reviewed 
accordingly until the revenue 
enhancement strategy start to 
bear fruit. 

BSD 10: To attend and fix 
water pipe leakages in all 
municipal areas. 

799 water pipelines 
leakages fixed 

Future targets will be reduced as 
the asbestos replacement 
programme continues. 

BSD 11: To attend and fix 
sewer blockages in all 
municipal areas. 

1 786 sewer 
blockages 

Health and hygiene education to 
be imparted to the community 
through ward committees, ward 
councillors, community 
development workers etc. 

BSD 12: To process and 
approve building plans in all 
municipal areas. 

125 building plans 
approved 

Approved based on submissions. 

BSD 16: Replace faded or 
destroyed road signs in all 
municipal roads. 

15 

Advertised positions to be filled 
and road signs budget to be 
increased. 

BSD 18: To collect - 3 520 493 
from outstanding traffic fines. 

R2 885 282.00 

If DPP could relax too much 
regulation then we can collect 
more whilst we enforce road 
safety. 

BSD 19: To collect 
(R8 800 000) from vehicle 
registrations and licensing 
renewals. 

R10 342 724.24 

Advertise vacant post. 

BSD 25: The percentage of 
households with access to 
basic level of electricity at 

100%. 

Increased to 69% by 
June 2018 

Management to engage provincial 
housing department. 

BSD 26: To keep households 
with access to basic level of 
solid waste removal at 100%. 

Increased to 66% by 
June 2018 

Enhance revenue collection to 
enable us to use our own funding. 


Various indicators: Performance indicators not well-defined and verifiable 

40. I was unable to obtain sufficient appropriate audit evidence that clearly defined the 
predetermined source information, evidence and method of collection to be used when 
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measuring the reported achievement of the following indicators. This was due to a lack of 
technical indicator descriptions, proper performance management systems and processes with 
formal standard operating procedures that predetermined how the achievement would be 
measured, monitored and reported. I was unable to confirm the reported achievement by 
alternative means. Consequently, I was unable to determine whether any adjustments were 
required to the reported achievements as follows: 


indicator 

Annual target 

Reported 

achievement 

BSD 13: To dean 5 community 
halls 2 times a week 
(1 Wolmaransstad, 2Tswelelang, 

1 Lebaleng & 1 Kgakala). 

5 community halls 104 times per 
year (Wolmaransstad, 

2 Tswelelang, Lebaleng & 
Kgakala) cleaned by June 2018 

5 halls cleaned 

BSD 14: To clean by 6 community 
libraries 3 times a week 
(Wolmaransstad, Leeudoringstad, 
Kgakala, Witpoort, Makwassie 
and Lebaleng). 

6 community libraries 156 times 
a year in (Wolmaransstad, 
Leeudoringstad, Kgakala, 
Witpoort, Makwassie and 
Lebaleng) cleaned by June 2018 

6 cleaned libraries 


Various indicators: Reported targets not consistent, changes not approved and reported 
achievements and related measures taken to improve performance not supported by 
sufficient appropriate audit evidence 

41. The targets approved in the annual performance plan were not consistent when compared to 
the targets reported in the annual performance report for the following indicators. These 
changes were also not approved. Furthermore, I was unable to obtain sufficient appropriate 
audit evidence for the reported achievement and the related measures taken to improve 
performance of the following indicators. This was due to limitations placed on my work. I was 
unable to confirm the reported achievement and related measures taken to improve 
performance by alternative means. Consequently, I was unable to determine whether any 
adjustments were required to the reported achievements and the related measures taken to 
improve performance as follows: 


Indicator 

Target as per 
planning 
document 

Target as per 
annual 
performance 
report 

Reported 

achievement 

Measures 
taken to 
improve 
performance 

BSD 23: The 
percentage of 
households with 
access to basic 
water 69% 

(24 505hh). 

To increase 

households with 
access to basic 
level of water to 
88% by 

June 2018 

To increase the 
percentage of 
households with 
access to basic 
level water to 
100% by 

June 2018 

Increased to 
63% by 

June 2018 

Funding model 
should be based 
on the current 
backlogs. 

BSD 24: The 
percentage of 
households with 

access to basic 
level of 

sanitation 69% 

(24 505hh). 

To increase 

households with 
access to basic 
level of 

sanitation to 

98% by 

June 2018 

To increase the 
percentage of 
households with 
access to basic 
levei of 
sanitation to 

Increased to 
69% by 

June 2018 

Funding model 
should be based 
on the current 
backlogs. 
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Indicator 

Target as per 
planning 
document 

Target as per 
annual 
performance 
report 

Reported 

achievement 

Measures 
taken to 
improve 
performance 



100% by 

June 2018 




BSD 20: To collect (R1 020 000) from new applications and drivers and renewal of learner 

licenses 

42. The measures taken to improve performance against the target of ‘Collect (R1 020 000) from 
drivers and learner licences by June 2018’ were not included in the annual performance 
report. Furthermore, I was unable to obtain sufficient appropriate audit evidence for the 
reported achievement of this indicator. This was due to limitations placed on my work. I was 
unable to confirm the reported achievement of this indicator by alternative means. 
Consequently, I was unable to determine whether any adjustments to the reported 
achievement of ‘R295 96T were necessary. 

BSD 22: Repaint of road markings in Wolmaransstad CBD 

43. The target was initially approved in the annual performance plan as ‘Repaint road markings of 
2 000 meters of road in Wolmaransstad CBD roads by June 2018’. However, the target was 
changed without the necessary approval and reported in the annual performance report as 
‘Repaint road markings in Wolmaransstad, Makwassie and Leeudoringstad CBD’s and all 
townships roads by June 2018’. Furthermore, I was unable to obtain sufficient appropriate 
audit evidence for the target of ‘Repaint road markings in Wolmaransstad, Makwassie and 
Leeudoringstad CBD’s and all townships roads by June 2018’ that clearly defined the 
predetermined source information, evidence and method of collection to be used when 
measuring the actual achievement and the related measures taken to improve performance of 
this indicator. This was due to a lack of technical indicator descriptions, proper performance 
management systems and processes with formal standard operating procedures that 
predetermined how the achievement would be measured, monitored and reported. I was 
unable to confirm the reported achievement and the related measures taken to improve 
performance of this indicator by alternative means. Consequently, I was unable to determine 
whether any adjustments to the reported achievement of ‘Kruger street / Broadbent street, 
Borman street, Piet Retief, Van Wyk street, Leask street’ and the related measures taken to 
improve performance of ‘Procurement of material for road maintenance’ were necessary. 

Other matter 

44. I draw attention to the matter below. 

Achievement of planned targets 

45. Refer to the annual performance report on pages xx to xx for information on the achievement 
of planned targets for the year. This information should be considered in the context of the 
material findings on the usefulness and reliability of the reported performance information in 
paragraphs 38 to 43 of this report. 


Report on audit of compliance with legislation 


Introduction and scope 

46. In accordance with the PAA and the general notice issued in terms thereof, I have a 

responsibility to report material findings on the compliance of the municipality with specific 
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matters in key legislation. I performed procedures to identify findings but not to gather 
evidence to express assurance. 

47. The material findings on compliance with specific matters in key legislation are as follows: 

Annual financial statements and annual report 

48. The financial statements submitted for auditing were not prepared in all material respects in 
accordance with the requirements of section 122(1) of the MFMA. Materia! misstatements 
identified by the auditors in the submitted financial statements were not adequately corrected 
and the supporting records could not be provided subsequently, which resulted in the financial 
statements receiving a disclaimer audit opinion. 

49. The 2016-17 annual report was not tabled in the municipal council within seven months after 
the end of the financial year, as required by section 127(2) of the MFMA. 

50. The 2016-17 annual report was not made public after being tabled in council, as required by 
section 127(5)(a) of the MFMA. 

51. The local community was not invited to submit representations in connection with the 2016-17 
annual report, as required by section 127(5)(a) of the MFMA. 

52. The council failed to adopt an oversight report containing the council's comments on the 
annual reports, as required by section 129(1) of the MFMA. 

Expenditure management 

53. Money owed by the municipality was not always paid within 30 days, as required by section 
65(2)(e) of the MFMA. 

54. Reasonable steps were not taken to prevent irregular expenditure, as required by section 
62(1 )(d) of the MFMA. The full extent of the irregular expenditure could not be quantified as 
indicated in the basis for qualification paragraph. The majority of the disclosed irregular 
expenditure was caused by awarding of contracts without following a proper competitive 
bidding process. 

55. Reasonable steps were not taken to prevent fruitless and wasteful expenditure, as required by 
section 62(1 )(d) of the MFMA. The full extent of the fruitless and wasteful expenditure could 
not be quantified as indicated in the basis for qualification paragraph. The majority of the 
disclosed fruitless and wasteful expenditure was caused by interest and penalties paid on 
overdue accounts. 

56. Reasonable steps were not taken to prevent unauthorised expenditure, as required by section 
62(1 )(d) of the MFMA. The full extent of the unauthorised expenditure could not be quantified 
as indicated in the basis for qualification paragraph. The majority of the disclosed unauthorised 
expenditure was caused by spending that was not budgeted for. 

Revenue management 

57. An adequate management, accounting and information system which accounts for revenue 
and debtors was not in place, as required by section 64(2)(e) of the MFMA. 

58. An effective system of internal control for debtors and revenue was not in place, as required by 
section 64(2)(f) of the MFMA. 

Consequence management 

59. Unauthorised expenditure incurred by the municipality was not investigated to determine if any 
person is liable for the expenditure, as required by section 32(2)(a) of the MFMA. 

60. Some of the irregular expenditure incurred by the municipality was not investigated to 
determine if any person is liable for the expenditure, as required by section 32(2)(b) of the 
MFMA. 
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61. Some of the fruitless and wasteful expenditure incurred by the municipality was not 
investigated to determine if any person is liable for the expenditure, as required by section 
32(2)(b) of the MFMA. 

Strategic planning and performance management 

62. The integrated development plan (IDP) did not reflect the council's vision for long-term 
development as required by sections 26 (a) of the Municipal Systems Act of South Africa, 
2000 (Act No. 32 of 2000) (MSA). 

63. Measurable performance targets were not set for each of the key performance indicators for 
the financial year, as required by section 41 (1 )(b) of the MSA and regulation 12(1) of the 
municipal planning and performance management regulations. 

Conditional grants 

64. Sufficient appropriate audit evidence could not be obtained that the performance in respect of 
programmes funded by the municipal infrastructure grant and water services infrastructure 
grant was evaluated, as required by section 12(5) of the Dora. 

Human resource management 

65. Appropriate systems and procedures to monitor, measure and evaluate performance of staff 
were not developed and adopted, as required by section 67(1 )(d) of the MSA. 

Procurement and contract management 

66. Sufficient appropriate audit evidence could not be obtained that bid specifications were 
unbiased and allowed all potential suppliers to offer their goods or services, as required by 
SCM regulation 27(2)(a). This non-compliance was identified in the procurement processes in 
the key projects for the construction of sewer network, pump station and decommissioning of 
septic tanks in Makwassie town, installation of bulk electricity and reticulation in Oersonskraal 
and the upgrading of storm water systems in Mogokare Street, Lebaleng. 

67. Some of the competitive bids were adjudicated by a bid adjudication committee that was not 
composed in accordance with SCM regulation 29(2). Similar non-compliance was also 
reported in the prior year. 

68. Sufficient appropriate audit evidence could not be obtained that contracts were awarded to 
suppliers based on preference points that were allocated and calculated in accordance with 
the requirements of the Preferential Procurement Policy Framework Act and its regulations. 

69. Some of the construction contracts were awarded to contractors that did not qualify for the 
contract in accordance with section 18(1) of the CIDB Act and CIDB regulations 17 and 
25(7A). 

70. The performance of some of the contractors or providers was not monitored on a monthly 
basis, as required by section 116(2)(b) of the MFMA. Similar non-compliance was also 
reported in the prior year. This non-compliance was identified in the procurement processes 
for the key projects of the installation of sewer line in Kgakala Ext. 4 for 32 stands and the 
installation of bulk electricity and reticulation in Oersonskraal. 

71. Awards were made to providers who were in the service of other state institutions or whose 
directors or principal shareholders were in the service of other state institutions, in 
contravention of section 112(j) of the MFMA and SCM regulation 44. 


Internal control deficiencies 


72. I considered internal control relevant to my audit of the financial statements, reported 

performance information and compliance with applicable legislation; however, my objective 



12 




was not to express any form of assurance thereon. The matters reported below are limited to 
the significant internal control deficiencies that resulted in disclaimer of opinion, the findings on 
the annual performance report and the findings on compliance with legislation included in this 
report. 

• Leadership’s continuous failure to appoint sufficient and appropriately skilled staff in key 
and support staff positions within the finance, performance and compliance units 
remained unchanged from prior years, leading to instability within the municipality’s 
administration, excessive reliance on consultants to compile financial information and a 
lack of effective guidance that is based on a culture of honesty, ethical business practices 
and good governance. This philosophy and operating style are not contributing towards an 
environment conducive to clean administration. In addition, leadership failed to adequately 
exercise in-year monitoring and oversight as decisive actions to address risks pertaining 
to the achievement of complete and accurate financial and performance reporting and 
related internal controls were not taken. Failure to ensure properly implemented and 
monitored action plans and the continuous lack of consequences for poor performance 
and transgressions resulted in repeat findings that could reasonable have been 
prevented. 

• Management did not monitor and review financial and performance reporting, compliance 
with laws and regulations and internal controls. Despite the use of consultants to compile 
the financial statements submitted for auditing, these statements were of poor quality as it 
contained numerous basic accounting and numerical errors that could reasonably have 
been prevented had due care been exercised. In addition, the financial statements and 
performance report were not supported by accurate and complete underlying records as 
management and staff failed to prepare and review properly captured and reconciled 
accounting and performance records throughout the year that agree with the reports 
submitted for auditing and fully understanding the requirements of the financial and 
performance reporting frameworks. Management’s failure to implement corrective actions 
to ensure compliance with laws and regulations resulted in numerous repeat non- 
compliance findings. 

• The audit committee and internal audit unit had limited impact in ensuring the 
effectiveness of the internal control environment, including financial and performance 
reporting and compliance with laws and regulations. These structures failed to effectively 
monitor and review the implementation of action plans to address prior year findings 
resulting in numerous repeat findings. This is due to the audit committee not effectively 
functioning throughout the year and the internal audit unit not completing all its reviews for 
the year. In addition, the audit committee and internal audit unit did not provide assurance 
on the quality of the financial statements and performance report prior to submission for 
auditing as numerous fundamental accounting and numerical misstatements were 
identified during the audit which could have reasonably been prevented had proper review 
been done. 

• Despite the municipal public accounts committee (MPAC) functioning throughout the year, 
it did not fulfil its oversight responsibilities as numerous oversight reports pertaining to 
annual reports dating back from 2008-09 were not finalised. This philosophy and 
operating style resulted in limited assurances from MPAC and prevented council from fully 
performing its oversight, accountability and governance responsibilities. 


Other reports 


73. I draw attention to the following engagements conducted by various parties that had, or could 
have, an impact on the matters reported in the municipality’s financial statements, reported 
performance information, compliance with applicable legislation and other related matters. 
These reports did not form part of my opinion on the financial statements or my findings on the 
reported performance information or compliance with legislation. 
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Investigations 

74. An investigation by an independent forensic investigator into yellow and white fleets purchased 
by the municipality was commissioned by the then accounting officer. This investigation 
commenced in July 2017 and had not been finalised at reporting date. 

75. Two separate independent forensic investigators were appointed during the prior year to 
investigate irregular and fruitless and wasteful expenditure of prior years. These investigations 
were not finalised at reporting date. 

76. An investigation was initiated by Presidential Proclamation during the 2014-15 financial year 
and was conducted by the Special Investigations Unit (SIU) into allegations of supply chain 
management irregularities. The investigation was not finalised at reporting date. 

77. An investigation by the Hawks into allegations of supply chain management irregularities was 
initiated during the 2014-15 financial year by the then accounting officer. This investigation 
was not finalised at reporting date. 

78. An investigation by South African Police Service (SAPS) into allegations of supply chain 
management irregularities was initiated during the 2014-15 financial year by the then 
accounting officer. This investigation was not finalised at reporting date. 

79. An independent firm investigated alleged irregularities with regards fraudulent cheques during 
the 2010-11 financial year on request of the municipality. This investigation was not finalised at 
reporting date. 
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